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REPORT SUMMARY

This Interim Technical Report describes research progress during the
six-month period June through November 1974 for the study of "The Impact
of Alternative International Economic Policies on U.S. Defense Interests
Abroad." This chapter, the Report Summary, provides a concise, non-

technical discussion of subjects presented at greater length in other
sections.

GENERAL RESEARCH PROBLEM AND ACCOMPLISHMENTS

Recent, rapid changes in the international economy have been accompanied
by a number of new international economic pulicies adopted by the United
States and other countries. The evolving international economic environ-
ment poses as yet unanswered questions concerning the implications of
these policies for U.S. defense interests. To begin to answer these
questions, this study has been designed to identify international eco-
nomic policies which, if adopted by the United States, would adversely
affect foreign economies and induce policy responses detrimental to U.S.
defense policies and defense posture. The goal of the research effort

is the construction of an empirically based model that can quantitatively
assess impacts on U.S. defense posture. To accomplish this objective,

three intermediate research problems must be solved:

e An economic model must be developed to determine the
nature and magnitude of changes in foreign economies
induced by U.S. international economic policies.

e A decision-analysis framework to identify likely

policy responses of foreign governments must be
specified.

e The components of U.S. defense interests and mili-
tary posture must be identified and quantitative
indicators of those components must be developed.

iv




o Research efforts during this reporting period have been directed toward
these intermediate problems. Specific results are reported below. 1In
addition to contributing to the progress of the study, the interim
findings also have applications beyond the study per se:

e An empirical analysis of quantitative measures
of Y.S. interests abroad was conducted in cooper-
ation with the Concepts Analysis Agency of the
‘U.S. Army. The quantitative indicotors developed .
in the analysis are currently being employed by
the Long-Range Forecasting Division of the U.S.
Marine Corps, Quantico, Virgiaia.

® The economic and decision-system models that have
been devised are directly applicable to the anal-
ysis of the influence of international economic
policies on international alignment patterns.
Such an analysis permits more accurate estimation
of force structure requirements, a problem cur-
rently of interest to the Regional Programs, Office
of the Office of the Secretary of Defense, Program
Analysis and Evaluation. _t
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INTRODUCTION

RESEARCH TASKS

To achieve the goal of the study, six research tasks have been identified.
All are listed below. Of these, the first three constitute the inter-
mediate steps of the study; these three were to be and have been accom-

plished during the current period.

Task I. An Historical Survey of Linkages Between Economic and Defense

Interests. The historical survey is intended to provide information

concerning the types of responses engendered by the economic policies of

other nations.

Task II. Measurement of U.S. Military Posture. Conceptual measures of

U.S. military posture are to be developed. These measures are to be
formulated in a manner conducive to the construction of quantitative

indicators.

Task III. Measurement of the Effects of U.S. Economic Policies. An

economic model appropriate to the empirical measurement of the nature and
magnitude of the impacts of U.S. economic policies on foreign economies

is to be developed. Additionally, the model should allow a similar wvalu-
ation of alternative economic policy responses available to the foreign

government.

Task IV. Data Collection and Model Estimation. Data appropriate to the

economic model are to be gathered and the parameters of the model are to
be estimated. The indicators of U.S. defense posture are to be similarly
developed.

Task V. Interpretation ~f Empirical Findings. The empirical model is

to be evaluated to assess its consistency with the theoretical forms.

1




‘:) . Attention will be given to identifying those economic policies having more
substantial influences on U.S. defense interests. Further, generalizations

will be sought which allow identification of countries believed likely to

respond to U.S. economic policies.

Task VI. Preparation of the Final Report. This task includes the respon-

sibility to disseminate the major findings of the study to interested users

in the national security community.

TASK DISCUSSIONS

I. An Historical Survey of Linkages Between Coercive Ecouomic Actions
and the Responses of Target Nations

s Ry T gyt maes, ey SN SCPESEL FE e o 6

Researcli Problem 1. An historical survey was performed to identify

B TL

likely cesponses to restrictive international economic policies. Par-
ticular emphasis was placed on determining military-related retaliationms.
Referring to Figure 1, the determinants of the right-most path between

i:) foreign governments and U.S. defense interests —-- those responses directly

affecting military interests -- were to be identified.

Methodology. The historical survey was accomplished by reviewing the
literature of political science devoted to the analysis of situations of

N

interstate economic conflict.

Results. The results of the survey were essentially negative. Very little
evidence could be found to support the identification of direct military-
related responses to international eccnomic policies. There are several
reasons for this. The most important is paucity of systematic examina-
tions of international economic policies by students of international
relations. Substantive efforts to integrate economic policies with other
aspects of interstate behavior have not been satisfactory because eco-
nomic policies adopted for "economic" reasons have been explicitly excluded
from consideration. Compounding the problem, efforts to distinguish "nor-

£ mal" econonmic policies from economic instruments of foreign policy have
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Figure 1. The Relations Among Economic Policies, Foreign Responses
and U.S. Defense Interests -- Military Posture :




not produced consistent definitions. The single most important general-

ization qualifies itself: for an economic policy to be an instrument of
foreign policy, it must have at least a perceptual impact on the target
country's decision-makers. Other observations emphasize that the success
or failure of coercive economic action depends crucially upon uneven eco-

nomic power and upon the two nations' relative dependence on international

trade.

Empirical studies of instances of interstate economic conflict have begun
to appear in recent journal issues. While these studies do not all follow

a similar analytic method, they do suggest a fes substantive generalizations:

® interstate economic conflict is highly escalatory. Once
a pattern of punitive action and reaction sets in, it
* easily runs out of control of the parties involved.

e Engaging in interstate economic conflict is usually self-
defeating. Except under uncommon circumstances, economic
sanctions seem to be ineffective and often lead to further
costly conflicts.

@ The success of economic sanctions depends on situational
factors that determine the impact of the sanctions on the
target country, including (1) alternative trading oppor-
tunities, (2) severity of sanctions on the target, and
(3) the 1limit of the demands of the sanctioning power.

o The response of the target country to the economic sanc-
tions of another country can take several forms: (1)
military or economic retaliation against the sanctioning
power, (2) domestic economic adjustments, (3) no response,
or (4) capitulation to the demands of the sanctioning power.

These studies suggest that a variety of factors influence a nation's
policy response to the imposition of a sanction. However, no systematic
discussion of the problem of choice of policy response is presented --
the factors are never simultaneously evaluated. Finally, cross-sectional
studies of Juterstate econoaic conflict are less successful than studies
that concentrate upon a particular instance of such conflict. The begin-
nings of analytic model development of the type required for the project

P are found only in particular case studies.
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Implications of Findings. Although the literature survey was not as help-

(:) ful as was expected, it did serve to confirm the decision to concentrate
the analysis on particular countries rather than attempt a cross-sectional
treatment. (The countries chosen were Japan and Saudi Arabia.) Because
the histcrical survey was expected to identify patterns of responses to
restrictive international economic policies, it was decided that the pro-
ject would benefit from an examination of selected historical cases of

economic conflict.

Research Problem 2. The literature survey showed. the necessity of case-

by-case treatment if economic conflict is to be successfully modeled.
However, it is exﬁremely difficult, if not impossible, to construct a
detailed model of a particular situation without having at least a rudi-
mentary understanding of the nature of the process. Six historical
instances were selected for more detailed study. The identification of
situational factors influencing the responses of target nations was
emphasized in order to recognize historical regularities that might con-

(‘) tain the complex model within reasonable bounds.

Methodology. The selection of particular cases of economic sanctions to
be studied posed the most important methodological questions. First, it
was decided to consider only cases occurring since 1945. Second, to con-

trol for the importance of uneven levels of economic development, at least

one case in each of the following categories was included: a developed
versus a developed country; a devcloped versus a less developed country;
and a less developed versus a less developed country. Third, a variety
of relative sizes in actor and target states was sought. And finally,
sanctions with differing durations were included. Six instances were
selected: Iran, 1950-53; Finland, 1958; Berlin, 1948-49: Cuba, 1958-
present; Rhodesia, 1965-present; and South Africa, 1947-present.

Results. The six case studies provided an appreciation of the complexity
involved in the specification of important situational factors. Each

case was considered independently and then a comparative evaluation of



all cases was performed. While there was significant variation across
the cases, it was possible to identify features to be included in the
analysis of Japan and Saudi Arabia. These include the historical pattern
of relations between the countries involved, the relations of both coun-
tries to "third party" countries, the pattern of prior international eco-
nomic conditions between the countries, the economic conditions within the
responding country, the domestic political conditions of the responding
country, and the nature of the particular restrictions initially imposed.
For convenience, a table appearing in Chapter 3 which visually summarizes

the analysis is reproduced here as Table 1.

Having accomplished the comparison of the six cases, an abstract framework
for the analysis of a target country's choice of response was developed.
Essentially, the framework presents the choice among responses as a prob-
lem of constrained maximization. Each possible response is evaluatea in
light of its expected benefits and costs. The situational factors are

then viewed as constraints on the problem of choice availability.

II. Measurement of U.S. Military Posture

Research Problem. The development of quantitative indicators of U.S.

defense interests abroad is ithe overall goal of this research topic.

Efforts to achieve this goal have identified three related requirements.

First, the concept of military posture must be unambiguously defined;
second, the major U.S. defense objectives abroad must be identified; and
third, quantitative measures for the indicators of major U.S. military

interests in other countries must be developed.

Methodology. Defining military posture is difficult for two reasons. |
First, it is inappropriate to relate military posture to any absolute

standard. In any application a relative comparison is implied. Second,

the general notion of the concept contains within it a variety of more

specific ideas. Any one version of the concept may produce a different

perception of military posture than would any other version if both are




I. Relevant Background Condition

1.
2.

Historical

Current

a. Geographic

b. Level of Development--

. Self Sufficiency

¢. Internal Political
Conditions

d. Iatcrnational Conditions

e. Third larty Influences

f. Power Differential

J1. NKature and Scope of Sanctions

1.
2.
3.

4,
5.
6.

1.
8.

O

Selectivity or Completcness
Unilaterally Escalated
Retaliatory(bi-or multi-
laterally escalated).

Rangce (unilateral, bilateral
or multilateral).

Rate of TImplementation (graduval
or abrupt).

Ancillary Sanctions

Costs to Sauctjoning Nation
Costs to Target Nation.

111,

Responses of the Target Nation

1.
2.
| 3.
4.
5.
6.
7.

Resistance

Retaliation

Political and/or Realignuent
Negotiation

Concession and Capitulation
Violence

Domestic Restructuring

IV. Impact of Stanction on Target Nations

1.
2,
3.
4.

Domestic Political Stability
Donestic Economic Stability

Kationalism
National Cohesion

V. Final Outcome

1,
2,
3.
4.
5.

Concessjon Capitulation
Realignnent

1solation

No Apparent Effect
Stalemate

yes
no

no
Jow
high

no
yes

no
low

nod.

no
no

M

yes
low
low

yes
yes

M

G
yes
high
mod.,

2 ¢ M ¢

L]

> ¢

yes
yes

yes
low
low

L

Eall o]

L]

> >

no
yes

no
low
high

Table 1. Comparative Characteristics of Six Cases of Sanctions




applied in the same situation. Examples of the variety of ideas implied
by "military posture" include: strategic standing, military strength or
pJower, military capability, military influence, military presence and
military weaknesses and threats. Additional conceptual problems include
the association of military posture with particular weapons systems and
the variations of assessments of posture (under any of the previous sub-

topical ideas) due to changing military goals.

The important dependence of posture on goals suggests that an unambiguous
identification of military posture must depend upon the set of major U.S.
military objectives. Major objectives are emphasized. If the specific
mechanisms employed to achieve the objectives are the basis for the iden-
tification of posture, the analysis is returned to the assessment of

inconsistencies previously discussed.

Results. The major U.S. military goals relating to other countries are
not constant across countries or even geographic regions of the world

and are therefore not precisely identifiable with abstract analytic
efforts. However, the concept of posture related to goals becomes more
tangible in specific situations recognizing environmental constraints.

To identify conceptual dimensions of U.S. interests abroad, factor anal-~
ysis was performed on two data sets. Political, commercial, military,
and socio~cultural dimensions of U.S. interests were identified. Further,
the indicators (derived from the factor analyses) of U.S. military inter-
ests tend to cluster into a few sets of theoretically meaningful struc-~
tures; the clusters of military and commercial influences seem to be the
more stable. The results of the factor analyses also provide indicators

which can be empirically implemented.

III. Measuring the Effects of U.S. Economic Policies

Research Problem. A theoretically consistent, empirically estimable eco-

nomic model capable of determining the nature and magnitude of effects on

other economies of alternative international economic policies must be




derived. Additionally, the model should incorporate economic policy instru-

ments the foreign government might employ in response to U.S. policies.

Methodology. Generally, theoretical economic models are employed to
determine the qualitative effects of policies while econometric models

are used to determine the magnitude of the effects. This general strategy
is partially frustrated by the econcaic theory of international trade.

The theoretical policy recommendation to maximize world benefits from
trade is to allow unrestricted trade. Yet the welfare of any one country
can be increased by restricting trade. Additionally, as long as trading
activities are not completely unrestricted, it cannut be easily determined
vhether further réstriction of trade is harmful or beneficial in a wel-
fare sense. The precise evaluation depends upon the model structure used
to address the question. Consequently, the evaluation of both the nature

and magnitude of economic effects is best attempted in an empirical context.

Results. The model chosen for the study displays a mixed Leontief-Keynesian
treatment. Elements of input-output analysis are used to identify sectors
of the economy and the tools of aggregate demand management constitute the
response options available to the policy authorities. The effects of
alternative international economic policies may be traced through the
structure of the economy and measured as variations in industry-specific
and economy-wide prices, outputs, and employment. Similar evaluations of
economic policy rcsponses are possible. The model is designed to be

empirically based; estimation is reasonably straightforward.

Ongoing Activities - Tasks IV, V, and VI

Task IV. The data collection efforts associated with Research Task IV
are well underway. All information nececssary for the economic model has
been collected and estimation of the model has started. All data needed
for the quantitative indicators of military posture have not yet been

gathered, but no difficulty in completing the dats files is expected.
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Task V. Although this task has not formally started, preliminary plans
have been formulated. -The method of applying the models, the economic
models and the models of foreign response choice for Japan and Saudi
Arabia, can be briefly summarized. Individual U.S. international economic
policies will be evaluated by running the economic models to determine

the effects on industry-specific features of the economy. Measures of
output losses, employment declines, and price increases then become the
costs of each policy. The response choice mode’ 5 incorporate these costs
directly. Available economic policy responses are then assessed using the
economic models to determine the costs and benefits of each possible
response. The cost-benefit framework is then used to determine the pre-
ferred policy response (or perhaps a preferred group of policies). Finally,
the irpact of the original U.S. international economic policy and the for-
eign policy response of Japan and Saudi Arabia will be evaluated to esti-
mate the effects on U.S. military posture with respect to the country.
Additionally, case-specific factors representing constraints on the for-

eign decision process will be implemented.

Finally, the study will create a ranking of U.S. international economic
policies most damaging to U.S. military posture. The ranking will be
developed using the above process of evaluating each policy. Countries
other than Japan and Saudi Aratia will be considered to identify

those most vulnerable to harm by U.S. internatirnal economic policies,
and where possible, those most likely to respond in a manner harmful to

U.S. defense interests.

Task VI. This task has not startead.

10




I. INTRODUCTION TO THE ANALYTTC STRATEGY

The study has been undertaken to assess the potential and actual impacts

of international economic policies on U.S. defense interests abroad. The
conceptualization of linkages between international economic policies and
defense interests is accomplished by assuming a causal sequence involving
U.S. economic policies, induced responses of foreign governments and sub-
sequent impacts on U.S. defense interests abroad. Any international eco-
nomic policy adopted by the United States will affect the nature and level
of economic activity in other countries. The governments of those countries
will evaluate the actual and expected magnitude of the economic effects of
each policy and select a policy response. Depending upon the particular
response and the nature of U.S. defense interests, the response may directly
or indirectly influence U.S. defense interests. The fundamental research
problems for the study are derived from the clements of this causal sequence.

They can be stated as four specific goals:

e The study must determine the nature and magnitude of
the effects on foreign economies that result from
alternative international economic policies available
to the United States.

e The determinants of foreign responses must be analyzed
to identify the types of economic effects likely to
engender a foreign response and to identify the most
likely responses of foreign governments.

o U.S. defense interests must be described to assess those
elements of military posture that enable implementation
of overall U.S. policy.

e The responses available to foreign governments must
be examined to determine whether and how those
responses arc related to defense interests.

While the causal sequence identifies research problems, it is not suffi-
cient to identify an analytic strategy that is consistent with the goal

of an empirically based investigation. Further structure must be provided

11
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for possible variations within and across the items of the sequence. Con-
sider the responses of foreign governments: some responses may directly
influence U.S. defense interests, while the effects of others may be indi-
rect. As an example of the latter type, a foreign government may alter
its political relations toward the United Stotes or adopt an economic
policy unfavorable to the United States--either of which may indirectly
influence U.3. defense interests, or military posture, within the country
or within the country's goegraphic region. Furthermore, the presumption
that the government responds to economic harm, caused by economic policy,
does not restrict the range of motives influencing the selection of a

policy response.

Introducing a range of motives influencing policy responses does not require
that each policy be assigned a specific motive. 1In fact, it is likely that
no precisely described motive can ever be identified empirically. However,
to insure that this empirical difficulty does not cause the analysis to
ignore ifmportant factors, three basic intentions are specified. First,

the government may choose a retaliatory response. The expected effects of
U.S. economic policies may be such that the government's sole desire is to
choose a response harmful to the United States. Second, the government

may adopt a policy designed to persuade the United States to modify the
economic policy adversely affecting the economy of its country. And
finally, the response may be protective. The government may tacitly accept
the U.S. policy and seek only to minimize the adverse effects on its economy.
Of course, there is substantial latitude to allow elements of any two, or
even all three, of these intentions to be incorporated in the selection of

any particular policy response.

U.S. defense interests may be influenced by a response fitting any one of
the intention types. Obviously, a retaliatory response need not be limited
to economic retaliation. U.S. defense interests may provide a convenient
(and vulnerable) target for retaliation. Similarly, the foreign government
may select the defense interests of the United States as the leverage point
to "persuade" a policy change. Military rather than economic leverage may

be chosen because the exertion of economic leverage would require adjustments

12
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within the domestic economy that are slow to develop and once achieved,

equally slow to reverse. By implication, military-related leverage is

either tiore quickly effected or more quickly reversed, or both. Finally,

a fundamentally protective policy response can be expected (in combination

with the U.S. policy) to alter the pattern of activity between the United
States and foreign economies. The resulting pattern of economic interac-

tion may influence defense interests in both the short and long run.

Figure 1 conveniently depicts the basic features of the process linking
international economic policy and U.S. defense posture. The analytic
strategy developed fo: the study is designed to investigate particular

patterns in the flows of influence and causation. However, the patterns

!
E;l' fe Forelgn
onomn t
Policy Governnen
i S— T
0.5. Foreign
Economy S —— Ecopomy

NS

U.S. Defense
Interests --
Military <

Posture

FPigure 1. The Relatjons Among Economic Policies, Foreign Responses
anéd U.S. Defense Interests —— Military Posture
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of the interrelationships to be investigated do not bear a one-to-one

resemblance to the patterns appropriate to separable analytic treatment.
For example, work could proceed by developing an analytic framework to
determine the nature of the impact on a foreign economy of alternative
international economic policies. The magnitude of the effects could be
determined by constructing an econometric model of the economy and esti-
mating its parameters. But later stages of the sequence require a model
capable of assessing the nature and magnitude of the effects of economic
policies adopted by the foreign government as it "evaluates" policy alter-
natives. Generally, a model sufficient for one of these tasks is inappro-
priate for the other. Therefore, the economic aspects of the study are
more efficiently treated simultaneously rather than sequentially. Similar

situations exist in other portions of the study.

The structuring of amalytic tasks must also recognize an inherent difficulty
in any modeling process that is empirically based. It is unfortunate, but
nevertheless true, that data often demand models. Crudely stated, a rough-
and-ready causal sequence, developed without sufficient rigor, can lead

() research efforts from one "variable" to another, governed only by how well
the numbers fit together. For the investigation of linkages between pol-
icies and defense interests/posture, the 'problem" is more subtle, but still
present. The danger is that the basic conceptualizations of economic effects

and indicators of U.S. defense interescs may be inex:ricably Intertwined if

jointly developed. To guard against even inadverteat lapses of this sort,

the analytic efforts in these two arcas have been firmly separated.

In the early stages of the project it became apparent that the complexity
of the problem would preclude a strictly cross-sectional treatment. Model-
ing the process for all countries influenced by U.S. economic policies is

simply not feasible. Consequently, the applications of the analysis have

been limited to Japan and Saudi Arabia. However, the basic concept of
the models are sufficiently general to facilitate subsequent applications

.and to allow useful inferences about other countries.
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IXI. AN HISTORICAL SURVEY OF LINKAGES BETWEEN COERCIVE ECONOMIC ACTIONS
AND THE RESPONSES OF TARGET NATIONS

INTEODUCTION

The goal of this analysis is to determine what military-related retalia-

tions are likely to be undertaken in response to economic restrictions of
other states. This topic, however, is too broad, making detailed analysis
difficult. First, it can be argued that any response in the long run may
have "military-related" characteristics. Second, for different goals

and under different conditions (situations), different military-related
responses may be undertaken. Third, military-related responses are gen-
erally a series of events that are part of a larger process of many actions
and reactions between international actors. Thus, if we were to make gen-
eralizations about what military-related action would be undertaken in
response to a particular economic policy, we would have to make hundreds

of conditional statements about the situation, goals, and characteristics
of the actors. Furthermore, since at any point in time any pair of nations
may be interacting on a large number of interrelated issues, it would be
impossible to determine which situations would be appropriate for our
analysis. It wﬁuld be nearly impossible to separate purely military-

related or economic actions from other types of actions.

As a result of these considerations, a decision was made to simplify the
problem by breaking it down into a series of simpler but more specific

questions:

e What are the inputs that would go into the decision-
making process when a natiou perceives it has become
the target of economic restrictions? In other words,
what considerations does the nation take into account
before responding?

What are the available instruments for response to an
economic threat?




) e What are the instruments that have been used? Why
) were they selected? Specifically, why did (or did
not) the nation use military responses?

These questions are used as the framework for the survey. Note, however,
that while they are essentially eyuivalent to the original problem, they
are far more precise and analytically manageable. Organizationally, the

survey has three stages. First, it presents an overview or the quality

and content of the literature on intrrstate economic conflict. Second,

it briefly describes some recent empirical studies. Third, it summarizes
the findings within the framework of the questions outlined above. Par-
ticular attention is paid to answering the questions on the basis of the

literature survey.

AN OVERVIEW OF THE LITERATURE

{ The political science literature on conflictual economic interactions of

nations is very poor. An examination of five major journals1 in political

( ) science and international relations for the 1960-74 period showed that in
this l4-year period, economic interactions of nation states were seldom
the major topic of articles. In fact, in only 30 instances was inter-
national economic conflict the main subject of an article. Furthermore,
of these 30 articles, more than half appeared in one journal: the
Journal of Peace Research, an Oslo-based publication. The other journals

are all published in the United States.

This lack of attention to international economic conflict is also evident

in international relations (or politics) texts. Among the popularly used
texts, only K.J. Holsti's International Politics (19€7) discusses eco-

nomic conflict and describes economis instruments of foreign policy.

- These were American Political Science Review, Journal of Conflict Reso-
lution, Journal of Peace Research, International Studies Quarterly, and
Comparative Political Studies.




g 1 PR —— .
i L o el 4 F o e T er-ﬂd#—-ﬂ-ﬁ—l-—ﬂHﬂ .

Even Holsti's descriptions are very superficial. For example, he fails
to discuss the form of the linkage between the use of economic instruments

and their impact or causes.

Nevertheless, Holsti's work is a re: lection of the state of the art in
political science and the attitude of the political scientists. Tradi-
tionally, political scientists have been reluctant to deal with economic
interactions. Hans J. Morgenthau (1973), in his classical treatise on
power, Politics Among Nations, does not deal with economic instruments
of foreign policy. Klaus Knorr, another well-known political scientist,

1s on record as stating that among over 100 conflict cases he had studied,

economic instruments had shown little OT no effectiveness.2

In the last few years, however, as a result of a number of events (e.g.,
the food and energy crisis) and developments (e.g., growth of multinational
corporations) » growing interest has been shown in economic issues. The
Arab oil embargo and production cutbacks, Iran's threats against the
Netherlands, and the growing dependence of many countries on U.S. food
productici have clearly demonstrated that economic policies can be power-
ful instruments for changing the behavior of other nations. At a more
general level, siuce the late sixties the power of multinational corpora-
tions and international financial institutions has generated a growing
interest in these orgauizations. These developments have led to an
increasing number of articles and unpublished papers on these subjects.
Thus far, however, the cumulative effort has not been enough to generate
a coherent literature. Most research efforts in this area have been
progressing independently of each other. Their net contribution, there-

fore, has been very small.

Klaus Knorr (1974) at Inter-University Seminar on Armed Forces and
Society, Chicago, Illinois.




SUBSTANTIVE CONTRIBUTIONS OF THE LITERATURE

Holsti's (1967) analysis : - one of the best-known works in political
science dealing with economic instruments of foreign policy. Holsti dis-
tinguishes between economic actions which have purely economic objectives
(such as '"normal" trade between any pair of nations) and those actions
which have "political" goals {such as increased influence in other states).
Unfortunately, however, in the real world this distinction is seldom obvi-
ous. For instance, Japanese trade with the Middle East has a mixture of
political and economic motives. Similarly, the motives for U.S. and Soviet
trade with other countries vary {rom a mixture of pure politics (e.g.,
Soviet-Cuba, and U.S.-Vietnam trade) to more or less pure economics (e.g.,
U.S.-Swiss trade).

In reality, trade is seldom determined by purely economic motives. Most
nations employ ecconomic instruments to protect their strategic and "infant"
industries, to protect domestic interest groups, or to prevent the deple-
tion of their foreign exchange reserves by restricting imports. The use

of these instruments is so common that they could be considered part of

the normal pattern of international trade. Holsti, however, is uot clear
on whether these are in fact part of his concept of "normal" economic acti-
vity. At one point he states that instruments of foreign policy can be
used to increase a state's relative cépabilities. But at another point

he states: "Economic instruments of foreign policy are most often used

for purposes of persuasion, reward, or punishment in order to influence

the behavior of another state" (Holsti, 1967: 282). "Persuasion, reward,

or punishment" do not seem to be part of the "normal" trade motives of

-nations, whereas increasing '"a state's relative capabilities" is commonly

the goal of nations in trading with other nations. Thus, the distinction

between economic and political motives does not sceem to be-a useful one.

Holsti goes on *: list the techniques of economic reward and punishment.

These include tariffs, import quotas, boycotts, embargos, and the
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manipulation of loans, credits and currency. The 1973 Arab "general pro-
duction cuts" of petroleum, nowever, would suggest that such production
or export cutbacks (at least in the case of a limited commodity supply or

oligopolistic market) also are effective means of influencing an oppo-

nent. 3

According to Holsti, the success of an economic instrument depends on at

least two conditions:

The instrument must have at least a perceptual impact on
the target country's decision-makers.

The market for the affected commodity must have oligopo-
listic or oligopsonistic characteristics.

Holsti distinguishes instruments of "economic warfare" from instruments

of economic reward and punishment. Blockading, blacklisting, preemptive
buying, and rewarding are listed as the instruments of economic warfare.
But Holsti is very vague about the success of economic warfare. He merely
states that during World War II the economic warfare of the allies had
mixed results. Moreover, is not clear whether it is correct to separate
economic warfare from economic reward and punishment. Holsti mentions
that the former is "an adjunct” to wartime military operations. But eco-

nomic warfare has been used by many countries during peacetime. Finally,

Holsti mentions foreign aid as another economic instrument of foreign

policy, but he does not list it under either economic warfare or economic

reward and punishment.

All the economic instruments discussed by Folsti could be placed under
the label of economic instruments of reward and punishment. Their use
probably depends more on the costs and benefits of using them than on

the label normally assigned to them. This is the approach used by Lerche

A "general production cut" is different from an embargo to the extent

that it involves no direct target. In 1973 the Arab production cuts were
used to force industrial countries to withdraw their support from Israel,
but the cuts affected all importers.
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and Said (1970) in their analysis of economic techniques of foreign policy.
They divide economic instruments into persuasive and coercive categories
and explicitly state that the choice and success of such techniques depend
entirely on the particular situation (e.g., the degree of asymmetry in
econonic dependence). Lerche and Said make another generalization which

is highly relevant: "...economic techniques are productive of generous
amounts of resentment, resistance, and retaliation by the target state"
(Lerche and Said, 1970: 85). They further note that purely economic poli-
cies are highly limited in effectiveness and that policy-makers have
learned to take into account the resistance to economic coercion that is

normally generated.

The works of Coplin (1971), Russett (1967), Wright (1955) and Singer

(1972) represent a typical sample of treatments of economic interaction

in international politics. They all look at economic interaction as a
source of power and dependence. However, there are some differences.

For instance, Coplin emphasizes the importance of the b2lance of payments
as a source of national strength. Russett points to the degree of relative
dependence on trade as one source of a state's relative power potential.
Wright emphasizes the relationship between the domestic and international
economic sectors. Singer chooses to describe the nature of asymmetric

economic relationships in great detail.

These studies, like those mentioned earlier, all have some basic weaknesses:

e They are too general. That is, their discussions are
generally focused on describing the foreign policy
behavior of states, but none has been able to make
a meaningful definition of "stute behavior" while
maintaining the usefulness of the concept.

e Because of tle generality of their discussion, they
are unable to produce any useful models for analysis.
Instead they all tend toward producing superficial
descriptions that reflect no change in our existing
knowledge.
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As a consequence of these major weaknesses, the literature has not been
cumulative and has not generated any pPath-breaking empirical studies.

In fact, the recent empirical studies that have gone beyond the limita-
tions of the traditional single case study approach have either lacked
a theoretical foundation or have been based on theories from other dis-
ciplines (e.g., economics). As noted earlier, this state of affairs ie
probably largely due to a lingering lack of interest on the part of most
political scientists in studying economic actions of states., It was
also mentioned that, as a result of relatively recent international events
and developments, this trend has been gradually changing. In the last
few years, in particular, a number of independent attempts at various
approaches to the analysis of international economic interactions have
been made. The next section selectively examines the most important of

these studies.

A SURVEY OF EMPIRICAL STUDIES

The results of the empirical studies to be examined here should, in most
cases, be considered tentative. In some of these studies, however, inter-
esting results have been found. Others have used interesting approaches
that are worth including in our survey, even though their results are,

as yet, of little substantive interest.

Michael Nicholson's (1967) study of tariff wars is one of the few studies
analyzing the process of interstate economic "wars." He cross-sectionally
compared five nineteenth century tariff wars and derived generalizations
which he used to construct a simple model of such conflicts and to compare
tariff wars with other types of conflict. Some of his most interesting

findings were:

Tariff wars tend to escalate quickly through an action-
reaction process in which the countries involved each
raise their tariffs in order to force the other side to
comply.




e After the escalatory period, the tariffs are maintained
) at a high level while each side tries to outlast the
other.

o Tariff wars have striking similarities to violent wars
and industrial strikes in that they all are viewed as
temporary situations "in which the parties carry out
actions with the aim of securing satisfactory permanent
end positions" (Nicholson, 1967: 33).

o Tariff wars could be viewed as bargaining games which are
unlike the threatening conflicts, such as arms races, in
which "there is no clear-cut definition of a winner nor
is there a clear-cut notion of forcing the opponent into
a bargain after which the armaments can be reduced again"
(Nicholson, 1967: 34).

Thus, tariff wars seem to be highly escalatory forms of conflict which
often force the opponents into undesirable, costly situations and which
are often maintained for long periods. According to Nicholson these con-
flicts often end in compromise. But Nicholson studied pure tariff wars
in which the major instruments of conflict were tariff increases and

() diplomatic communications. Tariff increases, however, can be countered
by other types of foreign policy instruments (such as military threats) or
other furms of economic sanctions (which could include both reward and
punishment). It seems that one reason why the tariff wars studied by
Nicholson did not escalate into military conflict was that in most cases
the powers involved were cither major powers (France, Italy, Germany,
Russia) or powers relatively strong enough to make a military threat against
them not credible (Canada, Spain, and Switzerland). That is, the reasons
for the absence of military threat may have been that the parties in con-
flict knew that military action would be impractical or that it would be

'f too costly to be a credible threat in a bargaining situation.

Peter Wallensteen (1968) used 18 historical cases of economic sanctions

(1933-67) to derive a number of generalizations. His major findings

were:

e Economic sanctions are seldom successiul. Even in cases
where a "successful" outcome is observed, the cause and
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effect linkage is difficult to establish. However, sanc-
tion situations are more likely to result in a compromise
if the goals of the sanctioning power are relatively limited.

Economic sanctions tend to strengthen the target nations by
increasing domestic popular support and contributing to a
siege mentality.

Economic sanction often means 'throwing away a set of
possible instruments of influence..." since, after the
economic break, the state imposing the sanction will
have less influence on the developments inside the target
country (Wallensteen, 1968: 264-5).

Economic sanctions often seem to be followed by a break
in diplomatic relations and periods of little or no inter-
action between the disputing parties.4

Roy Licklider (1974) conducted a study that is very similar in approach
to the Wallensteen study. Licklider used 20 historical cases of "resource
deprivation" (1971-74) to study the effectiverness of economic sanctions.
Similar to Wallensteen, he found that limited goals are likely to increase
the chances of "success" of economic sanctions. He also found some rela-
tionship between the political structure of the target country and the
effectiveness of sanctions; but this result was based on a very small
subsample of his 20.cases. Finally, Licklider also found that in most

cases economic sanctions tend to be unsuccessful.

The above studies have generally shown that the success of economic sanc-
tions tends to be related to a number of factors; but in the majority of
cases economic sanctions tend to lead to prolonged conflict, escalationm,
or compromises at preference levels much lower than were originally pos-
sible. Thus, in most ecomomic conflicts (unless one side yields quickly

and long-run economic disruptions aie avoided) both sides lose.

4 This seems to be inconsistent with our earlier statement about tariff
wars. But a closer examination of Wallensteen's cases showed that in at
least half of the cases, the two sides involved in the sanctions were in
violent conflict with each other less than five years after the sanctionms.




Most of these studies have at least implied that one of the major factors
that determine the behavior of participants in an economic conflic¢t situ-
ation is their economic interdependence.5 But none of these studies tries
to construct a reasonable measure of economic interdependence. Economic
interdependence is a complex concept with several interacting dimensions
which are not easy to separate. The study of interdependence, therefore,
requires a great deal of research effort. Before the energy and agri-
cultural crises of the early seventies, there seemed little incentive

for such an effort.

The last few years, however, have witnessed a growing interest in inter-
dependence studies; Caporaso (1974), Ezzati (1970), Choucri ( 1973),
Howard (1972), Thomason (1974), Jackman (1973), Bobrow and Kudrle (1974),
Hveem (1974), Hveem, et al. (1974), Park, et al. (1974), and Stallings
(1972), among others, have tried to measure or analyze economic dependency.
Among these, Thomason's work is probably Lhe most promising because it
includes most of the known dimensions of economic interdependence: (1)
substitutability of export or import commodity, (2) concentration of the
commodities in the export or import market, (3) concentration of exporting
or importing partners, (4) impact of exports or imports on the national
economy, and (5) relative dependence of each trading partner on the other
partner. Thomason ignored one aspect of the dependence problem which, in
some cases, is a major factor in economic dependence -- perception of the
long-term strategic value of the commodity. 1In the case of petroleum,

this perception has at times played a major role in the history of the
twentieth century. The perceived dependence of Britain on Middle East

oil, for instance, was a major obstacle to British diplomacy in the 1951-53

2 There 1s a vast body »f studies in political science that deals with the
concept of "interdependence" from the perspective of political integration
between regions. In this report, however, the concept of interdependence
is used to refer to a more specific phenomenon -- the dependence of one

or more individual nations on other individual nations. This type of
dependence can be used by nations as an instrument of foreign policy to
obtain political concessions from other nations. The integration liter-
ature, however, for the most part does not treat interdependence as an
instrument of foreign policy.
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) Iranian oil crisis. Similarly, the "dependence" of Britain on its two
billion dollar investment in the Union of South Africa has been a.major
obstacle to its foreign policy in the rest of Africa.

Some of the works in the area of dependency (such as those by Howard,
Ezzati, Choucri, Bobrow and Kudrle, Hveem, and Park, et al.) have been

largely a response to the o0il crisis. These studies have generally focused

on the interdependence of vil-exporting and importing countries and the

multinational oil companies.

The complexity of the concept of dependence is clearly reflected in these

studies. Even though the problem under study was narrowed down to the

major actors in only a single industry (e.g., the international o0il indus-

try), the necessary analyses were still very complex. As a result of the

complexity of constructing models of dependence, a growing number of analysts

have abandoned their traditional cross-sectional analytical framework and

adopted the case-study approach. The resulting studies are qualitatively

‘.) different from the case studies of historians, which were little more than
descriptive accounts. The new case studies usually involve building

detailed models that can either analytically (e.g., Bobrow and Kudrle) or

operationally (e.g., Choucri) show the degree of interdependence of two
economies or the degree of dependence of one economy on a particular com-

modity (e.g., petroleum).

These case-specific approaches to the problem of interdependence are very
promising. In the case of petroleum imports of the United States, for
instance, a model can be constructed that indicates the damage that the
U.S. economy would suffer at various levels of oil export cutbacks by

the petroleum-exporting countries. The model can deal with specific
questions: how many people would become unemployed? by how much would
GNP growth decrease? by how much would sxports drop? and so on. Based
on these indicators, an analyst can then estimate the impact of oil embar-

. goes on the United States.
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Such case-specific models are not yet developed enough to enable direct
prediction of the responses of nations to oil crises. But as long as it
is possible to forecast changes in the environments of nations, reason-
able models of national responses based on only a few assumptions can be

constructed. Later in this report one such model for explaining the

response of any country to economic sanctions imposed by another country

is described.

CONCLUSTONS

This brief survey of the political science literature on interstate eco-

nomic conflict can be summarized as follows. First, the literature, as

it stands, is not well-developed. Specifically, it lacks good general

models and has few well-accepted concepts and generalizations. Second,

a number of promising approaches have emerged. There now seems to be

i enough evidence to indicate that economic sanctions are too complex for

; \ ) crose-gsectional analysis. The best analytical or empirical analyses have

usually been either single-case or single-commodity approaches.

A subject that as yet has no integrated literature does not lend itself

that we can make about interstate economic conflict are:

® Interstate economic conflict is highly escalatory. Once
a pattern of punitive action and reaction sets in, it
easily runs out of control of the parties involved.

e Engaging in interstate economic conflict is usually
self-defeating. Except under uncommon circumstances,
economic sanctions seem to be ineffective and of ten
lead to further costly conflicts.

® The success of economic sanctions depends on a number of
situational factors which determine the impact of the
sanctions on the target country. These include (1) alter-
native trading opportunities, (2) severity of sanctions on
the target, and (3) the limit of the demands of the sanc-
tioning power.
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® The response of the target country to the economic
sanctions of another country can take several forms:
(1) military or economic retaliation against the sanc-
tioning power, (2) domestic economic adjustment, (3)
no response, or (4) capitulation to the demands of
the sanctioning power. The literature, however, 1is
too vague on how the target country chooses between
these alternatives. This is understandable, because
the weight or value o these alternatives varies
and depends on many situational factors.

The following chapter contains a descriptive presentation of many of
these situational factors that influence the choice between alternative

responses to an economic sanction.

Based on this survey several broad nonsubstantive generalizations can

also be made:

e The traditional historical/qualitative approach
(e.g., Holsti, 1967) has proved of little value
in the analysis of the problem of interstate eco-
nomic conflict.

The comparative cross-sectional approach has also
proved of little value because it 1is incapable

of incorporating the numerous irtervening variables
that determine the pattern of interactions in inter-
state economic conflicts.

Case-specific and commodity-specific models have
proved valuable in explaining at least some aspects
of the behavior of nations in interstate economic
conflict. This has been made possible by the rela-
tive ease with which it i3 possible to either con-
trol for, or incorporate, intervening variables in
types oﬁ models.

Based on the above considerations, the approach taken in this study is case-
specific. It involves detailed analyses of the economies of Japan and Saudi
Arabia and their interactions with the United States so that the impact of
potential U.S. economic actions on each of these nations can be measured. The

result of these analyses is being used to study the responses of these

nations to the United States.
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III. SIX CASE STUDIES OF INTERSTATE ECONOMIC CONFLICT

INTRODUCTION

The lirerature survey presented in the previous chapter does nct provide
adequate guidance for the construction of a complex model of th¢ process
of interstate economic conflict. In order to make the intensive analysis
¢f the economic relations of Japan and Saudi Arabia more productive, it
was decided that six historical instances of interstate economic inter-

actions should be examined in more detail. This chapter reports results

of these additional investigations.

The analytic focus for the investigation of these particular cases was
developed from the generalizations derived from the literature survey.

The works consulted in the literature survey were generally unable to
identify military-related implications associated with the policy responses
of the target nationms. Instead, the authors emphasized the complexity

of the sanctioning process and the vital importance of situational factors
influencing the responses of target nations and the outcomes of the con-
frontations. Consequently, the focus of the analysis of these six cases
was shifted to the investigation of plausible preconditions important

to the overall sanctioning process and important to the policy responses

of the target nations.

These situations are designed to identify historical regularities that
will allow the work for Japan and Saudi Arabia to be contained within
reasonable bounds. Specifically, if the studies reveal that particular
forms of sanctions typically engender an identifiable pattern of policy
responses, then subsequent work can be focused on that pattern., Addi-
tionally, the studies can identify conditions or constraints that

limit the range of policy options available to the responding country.
Plausible conditions of interest, or situational factors, include the

historical pattern of relations between the contending parties, the
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relations of both parties to "third party" countries, the previous
pattern of international economic conditions between the countries,
the economic conditions within the responding country, and the domestic

political conditions of the responding country.

Before describing the particular cases, one further point should be
mentioned. Instances of economic sanctions are studied because only such
overt economic cunfrontations are historically identifiable. The reluc-
tance of students of international relations to consider the '"normal"
economic interactions of countries and the equivocal identification of
"normal" economic activity precl-de case studies of ongoing international
economic relations. The sanctioning process is therefore the only sub-
ject available. Investigating the sanctioning process is useful because

it can provide inferences about policy instruments and situational fac-

tors which should be included in models of normal economic activity.

The instances of economic sanctions selected for investigatica have all
occurred since World War II. This time period was intentionally chosen.
International relations and patterns of international economic activity
have changed substantially even during this period. Moving the time
reference backward would only make the usefulness of any study problematic.
The six cases chosen are: Berlin, 1948-49; Iran, 1950-53; Finland, 1958;
Cuba, 1958-present; Rhodesia, 1965-present; and South Africa, 1947-present.
These six cases were not arbitrarily selected from recorded instances of
sanctioning but were selected on the basis of relative levels of economic

development of the parties to the sanctions and the outcome of the sanctions.

Situations involving countries of differing degrees of economic development

were selected to capture three basic patterns of dyadic conflict: developed
versus less developed; less developed versus less developed; and developed versus
developed. Additionallyv, variations in the outcome of the éanctions were
emphasized. But to include an instance of successful, unsuccessful, and

indeterminate outcomes for each development category would require nine
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studies. To reduce ¢’ ¢ number of studies, elimination of outcome types

in each category was necessary. To compensate for possible bias 1nfro-
duced in the elimination process, it was decided to introduce the further
criterion that the length of the sanctioning process vary across selected

situations. The final selections considered all three requirements.

The actuval investigation of the particular situations was guided by a
relatively small number of considerations. To the extent possible each
situation is assessed in terms of the following features: the background
conditions relevant to the sanctioning process; the nature of the economic
sanctions and the scope of their imposition; the responses of the target
nation, including resistance, retaliation, political realignment, conces-
sion or capitulation; and domestic adaptaticn to the imposed sanctions.

A summary of each of these case studies is presented within this chapter;
expanded treatments shall be contained in appendixes to the Final Report.
Following the summaries is a comparative evaluation of the information
discovered about each case study. The final section of this chapter pre-
sents an analytic framework to guide the evaluation of responses to economic
sanctions under different situations. Essentially, the framework has been
created by abstracting from the detail of the comparative discussion of

the six historical studies.

FINLAND

Background

The Soviet-Finnish dispute of 1958 must be analyzed from a number of per-
spectives: (1) the historical importance of Finland to Soviet military
strategy; (2) Finnish foreign policy orientation toward neutrality result-
ing from this history; (3) Finnish trade policy; (4) Finnish internal
politics in 1958; and (5) the international political situation in 1958,
The major factor in Finnish foreign policy has been their dependence on
the Soviet Union since their uilitary defeat by the Russians in 1940.
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Geographical Conditions

Finland's geographical location has made its foreign policy orientation

strategically important to Russia. Traditionally, Finland was the bat-
tleground for wars between Russia and Sweden. It was annexed by Russia
in 1809 and heavily fortified to provide a buffer zone against invasion
from the north. In modern times Finland has retained its strategic sig-
nificance. In addition, the geographical proximity of Finland to the
Soviet Unioﬁ has made complete independence of the Finnish economy and

politics impractical.

Alignmeg&

Finnish foreign policy strives to retain a staunch neutral position,
especially regarding East-West relations. Finnish foreign policy

since World War II has been based on the hypothesis tha: if Finland main-
tains friendly relations with the Soviet Union, the latter will respect
Finnish independence. Neutrality and the desire to avoid involvement

in conflicts between the Soviet Union and the United States has formed

the basis of the contemporary foreign policy of Finland.

In 1958, apparently as a move to offset a worsening balance of payments
situation, Finland began to shift its trade toward the West. As this
shift materialized, Finland's affiliation with the European Free Trade
Association (EFTA) became a possibility. This economic realignment would
have presented difficulties for trade relations with the Soviet Union.
The political implications of such a move notwithstanding, there were
specific economic reasons (preferential tariff treatment, for example)
deriving from most-favored-nation principles required by EFTA which would

have been detrimental to the relationship.

Domestic Political Conditions

The Finnish domestic political environment in the pre-sanction period was

unstable -- during 1957 and 1952 the government changed hands four times.
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Puring this period Finnish politics were highly polarized. The cabinet
that emerged in 1958 was not a coalition that included all parties; those
most ideologically aligned with the Soviet Union were excluded.

International Political Conditions

The overall international situation in 1958 was characterized by Cold War
confrontations between the Soviet Union and the United States. The
resulting international political tensions, the apparent Finnish shift
away from the Soviet Union, and Finnish internal political instability
all apparently contributed to the Russian perception that Soviet-Finnish
relations were deteriorating. Hence, the Soviet Union took action to
rectify what they interpreted to be unhealthy political and economical

developments.

Sanctions and Responses

The Soviet leadership apparently perceived the political and economic
development in Finland as unfriendly and took measures to force the realign-
ment of that nation with the Soviet Union. The sanctions, which began with
the suspension of diplomatic relations, were escalated unilaterally by the
Soviet suspension of trade talks. The escalation continued and eventually

led to the complete suspension of trade relations.

Effectiveness of the Sanctions

The sanctions against Finland were successful in part because of their
selective nature. However, the rapidity with which the Soviets escalated
their sanctions to the economic arena appears to have ensured their success
as well. In essence, the measures began with diplomatic sanctions and

were escalated in the space of two months to a limited econdmic boycott.,
The effect was to place a temporary "freeze" on relations between the two
countries. The costs to Finland were obviously high enough to force

accession. Thase costs continued and exacerbated domestic political
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instability, unemployment, industrial activity, and general economic
slowdown. These developments contributed to the dissolution of the anti-
Soviet government and the subsequent formation of a regime more respon-
sive to the Soviet Union. The outcome of the sanctions was essentially

the restoration of the pre-sanction status quo.

IRAN

Background

The economic conflict between Iran and Great Britain during the early

1950's erupted as a result of the Anglc-Iranian 0il Company's (A.I.0.C.)
unwillingness to renegotiate the terms of their concession to correspond

to the demands of the Iranian Government. The issues that led to the
nationalization of the A.I1.0.C. surfaced in 1947 when Iran proposed

the commencement of negotiations with the A.I1.0.C. to discuss bilat-

eral participation in the management of the oil company and the distri-
bution of oil profits. At that time, the o0il company controlled 100,000
square miles of territory in Iran but had exploited only a fraction of

that area. The Iranian Government desired to reduce the area controlled

by the A.I.0.C. and to open the unused area for petroleum exploration and
extraction. The contract under which the A.I.0.C. was operating had been
signed in 1933 and was to continue over 50 years., The Iranian Government
wanted to renegotiate on the following issues: (1) the reduction of the
contract period to 30 years; (2) government representation on the board

of directors to acquire a voice in the A.I1.0.C.'s management and the right

to inspect the transactions and accounts of the company; (3) an increase in
the number of Iranians in senior positions in the company; and (4) the reduc-
tion of the price of petroleum products resold to Iran. The A.I.0.C. refused
to accept the major provisions of the proposal, declining to.discuss the

pProposed profit sharing system or to allow Iranian representation in

management .
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In effect, the dispute revealed traditional power considerations at work,
The Iranian Government desired the power to control directly the oil
industry and to increase their share of profits. The Britich 0il com-

pany simply refused to relinquish any authority or additional revenue.

Sanctions and Responses

Iranian opposition to the nationalization movement collépsed with the
assassination of Prime Minister Razmara in 1951 and the accession of
Mosaddaq to power. After the formation of the new government, the par-
liament unanimously voted to nationalize the oil industry. The events
following nationaliiation -- the ensuing sanctions and responses -- can

be viewed in phases delineated by attempts to negotiate the dispute.

Each phase followed a similar pattern. Initially, proposals and counter-
Proposals were submitted for negotiation, a stalemate was reached, and
finally, sanctions were maintained or intensified. There were five major
attempts to negotiate a settlement: (1) in April 1951 the British Gov-
ernment joined the A.I.0.C. in initiating negotiatioms, but neither would
accept nationalization; (2) in the beginning of June the controversy was
advanced to the international level when the British brought the dispute
before the International Court of Justice; (3) the third phase began in
late July and sanctions were increased by both parties with the British
extending their sanctions to anyone who continued to purchase Iranian

0oil; (4) on December 8, 1951 the International Bank (I.B.R.D.) began an
unsuccessful attempt to negotiate a settlement; (5) the dispute was finally
settled in 1954 by an agreement negotiated with an international petroleum

consortium,

In general, the British response to nationalization of the A.I.O.C. was

to issue warnings to the Iranian Government against vroceeding with national-
ization and back up their admonitions with implicit or explicit military
threats, trcop movements, or shows of force. British policy fluctuated

from desiring to renegotiate the 1933 concession to agreeing to national-

ization as long as an "efficient" oil industry was maintained and

36




|
l,

"sufficient" compensation to the A.I.0.C. was made. There were perceptible
shifts in British strategy toward the dispute as the Iranian Government

remained adamant in its nationalization policy.

Settlement

The dispute was not settled until almost a year after the Shah returned

to political power. Shortly afterward, in August 1953, the United States
resumed its aid to Iran. In December 1953, an international petroleum
marketing consortium was established in London to negotiate with Iran for
the reopening of the Abadan refinery. An agreement was finally egoti-
ated whereby an international consortium of oil companies bought out part
of the A.I.0.C.'s concession rights and improved the terms of payment to
the Iranian Government which would thereafter receive 50 percent of the pro-
fits. Control of production and marketing was vested in the consortium,
which effectively acquired some of the A.I.0.C.'s status. Iran, however,
became the legal owner of its petroleum resources and, in practice, enjoyed
greater control over the new consortium than over the former A.I.0.C.

The A.1.0.C., on the other hand, lost its prominence in Iranian oil oper-
ations. In theory, it maintained 50 percent control in the new consortium,
but in practice the major U.S. oil companies were now in control. Thus,

in the long run, neither Iran nor the A.1.0.C. (or Britain) were able to
gain all they wished. By escalating the conflict they both demonstratcd

their resolve but eventually both sides had to compronise.

Impact of Sanctions on Iran

The sanctions applied by Britain against Iran included an effective embargo
on over 95 percent of Iranian petroleum exports and the embargo of most
British exports to Iran. Implicit military threats were also made but

were never carried out. The economic and military sanctions app.ied by
Great Britain against Iran had a great impact on the conditions within

that country for the following reasons: (1) the universality of the oil

embargo, (2) the economic disruption caused by the measures, and (3) the
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ensuing political dicoraer. These factors combined to effect the over-
throw of Prime Minister Mosaddaq, the leader of the nationalization

movement.

The results of the loss of Iranian oil to the world were not too great.
Due to the sanctions, thc world oil trade daily lost about 485,000 barrels
of petroleum that had been refined at Abadan. The loss of Iranian refined
01l did have some worldwide repercussions: aviation gasoline was rationed
in India, Pakistan, and Malaya; fuel stocks were reduced; and the United
States and Canadian refineries lost some Iranian oil that had previously
been shipped there. But these were relatively minor and short-term

problems that were quickly solved.

The loss of Iranian crude oil had even less impact on the world economy
than the loss of Iranian refined petroleum. Production increases in other
countries, particularly Kuwait and Iraq, easily compensated for the loss
resulting from the British sanctions. Thus, in the 1950's, the world could
easily do without Iranian oil whereas the Iranian economy could not do
without the export of its oil. The Iranians, in fact, were aware of the
asymmetric nature of this relationship. DBut, at that time, nationalism
and anti-British sentiments were running so strong that they consistently
opted for rejecting British demands. ELven after the nationalist movement
was crushed by the Army and Mosaddaq was overthrown, the Iranian Govern-
ment refused to deal directly with the British. It took many months to

find the complex compromise that would satisfy the Iranians.

RHODESTA

Background

On November 11, 1965, the Rhodesian Front Government unilaterally declared
its independence from the jurisdiction of Great Britain. Having eschewed

the use of force, the British resorted to a policy of economic sanctions
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to undermine what they interpreted to be a Rhodesian "rebellion." The
sanctions were intended to affect incomes, employment, and general eco-
nomic activity which, it was hoped, would generate sufficient dissent
among the Rhodesian white population to bring about the termination of

the Rhodesian Government.

The background conditions which produced the sanctions were, for the most
part, the interplay between Rhodesia's desire for independence from Great
Britain and its discriminatory treatment of the native black population.
In addition, Rhodesia's geographical location has played an important

role in determining the effectiveness of the economic sanctions.

Sanctions

The economic sanctions applied against Rhodesia were first limited to
strategic goods, such as Rhodesian import of oil, but were eventually

expanded to include all imports and exports.

Impact of Sanctions

In general, the impact of the sanctions on Rhodesia was far-reaching,
extending to all major sectors of the economy. lowever, becausc of the
counter-measures applied by the Smith government, the effects of the
negative economic measures were nitigated to some degree. Although eco-
nomic growth declined, no sector of the economy faced complete collapse.
Politically, the white minority has remained unified. Indeed, they have
been successful in making the black population absorb the main burden of
the sanctions. Consequently, the propensity of the black population to
revolt against the white government has increased over time. The numbers
of guerrillas and their activities have been steadily expanding. 1In
response, the Rhodesian Government has had to increase the level of state

security expenditures.
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Rhodesian Response to Sanctions

The Rhodesian Government's first response to the economic sanctions was

the initiation of protective measures intended to counter the impacts

of the sanctions on the economy. These measures were directed toward

controlling inflation and unemployment and Rhodesia's balance of payments )
deficit. {

Impact of Sanctions on Britain

In general, the sanctions policy has had 2n adverse impact on the British
economy. The negative economic impacts of the sanctions upon Great Britain
have been fourfold: (1) the loss of export markets for British goods;

(2) the loss of imported Rhodesian products; (3) the loss of profits by
British firms with investments in Rhodesia; and (4) the damage to the
British balance of payments,

1

Impact of Sanctions Against Rhodesia

Thus far, the sanctions being applied against Rhodesia have been somewhat
ineffective in achieving their vaguely defined goals. Although the Rho-
desian economy appeared to the British to be extremely vulnerable to eco-
nomic pressure, it has survived for several reasons: (1) the sanctions
were applied too gradually to have a disruptive impact; (2) the Rhodesian
Government was able to find alternate markets in South Africa, Mozambique,
and Portugal; (3) Rhodesia was able to apply countermeasures to offset

the negative impact of the sanctions; (4) the protectionist measures
taken prior to independence helped prevent economic disaster; and (5)
racial fears strengthened white determination not to submit to coercion.
The Rhodesian case also reveals that the possession of strategically
important materials can undermine s:nctions and prevent international
cooperation. In addition, the lack vf decisiveness on the part of the
British prevented the successful application of che sanctions. A grad-
ualist approach appears to have provided enough time for the highly unified

Rhodesian Government to counter the effects of the sanctions.

40




BERLIN

O

Background

The termination of World War II left Germany, as well as the entire con-
tinent of Europe, divided by an "Iron Curtain" demarcating Soviet con-

trolied Europe from Western Europe. In addition to the numerous problems
concerning Germany's immediate post-armistice future that were discussed
by the United States, Great Britain, and the Soviet Union during the war
there was the issue of the city of Berlin. During these meetings it was
agreed that Berlin would be divided into three zones, one British, one

Soviet, and one American.

However, as soon as the Allies began occupying the agreed-upon sectors
of Berlin, difficulties between Soviet and Western officials arose.
Soviet officials waged a campaign of delay and obfuscation against the

establishment of centralized German agencies and German economic recon-

)

(‘) struction in the hope of eventual Communist control over the entire
city. Also, they refused to allow interzonal travel by Germans and
refused to contribute promised manufactured products of East Germany to

a common pool to meet Germany's import costs.

Sanctions and Responses

In 1948, the Soviet Union and the Western Allies employed economic and
political controls and countermeasures to achieve their respective goals
vis-a-vis Berlin's (and Germany's) future. The dispute can be divided

| into four phases: (1) January 1948 to June 1948, characterized by minor

1 challenges by the Soviets to the Western Allies; (2) mid-June to late July,
during which the blockade and concomitant economic sanctions were initi-
ated; (3) late July to mid-November, a period of stability during which
initial sanctions were continued without escalation; and (4) mid-December
to May 1949, when the continuing airlift increased economic pressure on

the East German economy, the administrations of East and West Berlin were
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consolidated, and an agreement was reached to end the blockade and counter-

blockade and 1ift earlier restrictions.

During the first period of the U.S.-Soviet dispute, the Soviets placed
restrictions on access to Berlin. The Allies countered this Soviet action
by initiating a limited airlift to supply occupation forces in Berlin.
The Soviets further countered by closing freight routes to Berlin from
Munich and Hamburg and by imposing limitations on barge traffic to and

from Berlin.

The second phase of the Berlin crisis began with the Allied announcement

of a currency reforﬁ. The Soviets retaliated by increasing travel restric-
tions, denying entry to the Soviet zone to all transportation. Finally

the Soviets implemented a complete blockade of Berlin in late June 1948.
This measure precipitated the Allied airlift to Berlin.

During the fourth phase, as the blockade and the airlift continued, nego-
tiations between the Western Allies and the Soviets were eventually dead-
locked by disagreement over the formation of a West German Government.
Meanwhile, the airlift continued and economic pressures increased. The
West began to take the initiative in exerting political pressure.

The blockade, a tactic to force Russian control over West Berlin, had

more harmful effects on conditions in East Berlin. Ultimately, the
Sovicets were forced to end the blockade without receiving concessions

in return. The foremost purpose of the sanctions (preventing the forma-
tion of a West-German-oriented government in place of a Communist-dominated
one) was not realized. All phases of the dispute and each escalation were
designed to effect this outcome. The Soviet intent was eventually thwarted
in May 1949 when a new West German Government officially proclaimed its

constitution and confirmed its non-Communist orientation.

Impact on Berlin

The effect of the Soviet hlockade added to the economic damage caused by

World War II, and made Eact Berlin's economic recovery slow when compared
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to West Germany. Lacking raw materials, industries remained idle, businesses
(:) were deprived of normal commercial contacts with the surrounding area, and
transportation costs were increased. As a result of the blockade, West
Berlin was denied participation in the 1948 currency revisions that returned
a stable deutsche mark to West Germany. And unemployment remained a signifi-

cant problem in West Berlin.

In many respects these effects were incidental since the real confrontation
was between the United States (and its allies) and the Soviet Union, with
Berlin and its inhabitants caught in between. However, the pressures that
were brought to bear on Berlin should not be ignored as they were instru-
mental in solidifying popular attitudes in the Western sectors and under-
mining Russian efforts to secure Communist control of the entire city.
At the time of the blockade, Berlin was really little more than a focal
point for the emerging Cold War. Its peoples were caught up in the man-
euverings of the Soviets and the Western Allies. Berlin had become a
testing ground. The Soviets were clearly testing U.S.-British resolve to

5 support Berlin. The extend of that resolve, in the face of Soviet pressure,

()

was demonstrated by the Berlin airlift. Berliners themselves were involved

because the Soviet actions were also intended to convince residents of
the western sectors of Russian strength and the viability of the eastern
sector. The intention was clearly frustrated by the assistance offered

by Britain and the United States.

CUBA

Background

When Fidel Castro came to power in Cuba on January 1, 1959, he expressed
discontent with the extent of U.S. involvement in the Cuban économy. He
apparently viewed this involvement as preventing the complete independence
of Cuba and harmful to the social and economic development in the country.

The U.S. involvement in and control of the Cuban economy was indeed con-

siderabie. It was clear that any systematic effort to alter existing

43




|
|

economic relations betwecn the two countries would have had immediate

effects on American interests.

Castro's first move toward regulating trade was to tighten international
controls to reduce imports of luxury items from the United States and to
promote increased sugar purchases by other countries. At the same time,
the level of sugar exports to the United States remained stable, resulting

in an improved balance of payments.

Relations between the United States and Cuba were further strained by
Castro's increasingly frequent anti-American pronouncements throughout
1959. The periodic bombing flights over Cuba by exiled Batistianos and

a growing refugee problem further aggravated the situation.

U.S. concern over Castro's continued hostility increased throughout 1959,
as members of tle revolutionary government were gradually replaced by
Communists. The pro-Soviet shift in Cuban policy orientation heightened
U.S. anxiety over Castro's attempts to export his revolution tnrough
Latin America. The climax of this trend occurred in February 1960 when

a trade agrcement between Cuba and the Soviet Union was signed guaranteeing
Soviet purrhases of one million tons of Cuban sugar in each of the follow-
ing five years. The percentage, volume, price, and credit differences
between the Cuban-Soviet and Cuban-U.S. sugar agreements notwithstanding,
the Cuban-Soviet trade agreement provided Cuba with an alternate market
for sugar, a market that became increasingly important as U.S.-Cuban

relations deteriorated.

Sanctions

The sanctions imposed by the U.S. Government against Cuba included the
reduction of the Cutan sugar quota, a trade ban on imports from and exports
to Cuba, restrictions on Cuban financial dealings, and restrictions
against countries that continued to trade with Cuba. The Cuban Govern-

ment's response to th@se sanctions was the nationalization of U.S-omed
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industries and property on the island a:d the establishment of multi-

lateral trade agreements with the Soviet bloc.

The United States attempted to ensure the success of the economic sanctions
first by trying to convince other countries to ban trade with Cuba. When
that failed, coercive measures were used to try to gain their compliance.
The U.S. Government first sought Latin American participation in the
sanctions against Cuba through the Orgainzation of American States

(0AS). Throughout 1960 and 1961, the members of the OAS refused to con-
demn Castro's actions or to apply economic sanctions against Cuba, despite
the urging of the U.S. representative. However, as a result of the
discovery in July 1964 of a Cuban arms cache intended for Venezuelan
guerrillas, the OAS voted to suspend diplomatic relations, sea transport,
and trade with Cuba. Chile, Bolivia, and Uruguay dissented from these
recommendations, and Mexico refused to comply with the decision to sever

diplomatic relations.

Effectiveness of Sanctions

The sanctions were not successful instruments to regain U.S. interests.

Four factors contributed to the failure of the economic sanctions imposed
upon Cuba: the gradualism with which the measures were applied, the avail-
ability of alternate markets, the ability of Cuba to restructure its eco-
nomy, and Cuban nationalism. The gradual application of sanctions against
Cuba diminished the economic as well as the psychological impact of the
measures of the Cuban population. The sanctions could only be applied
gradually due to constraints placed on the U.S. Government by the 1960
election, the independent role played by the Cuban refugees, Soviet-American

relations, and world opinion.

Because the United States was the major purchaser of Cuban sugar as well as
the prime supplier of imported commodities, the sanctions were expected to
be effective. However, the availability of markets in countries unsym-

pathetic to the U.S. cause and the success of smuggling undermined the
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the sanctions. The Soviet Union and the Soviet bloc filled a substantial

{ ,) portion of the gap in Cuba's sugar export market created by the boycott.
Cuban-Soviet trade was generally a barter arrangement, payment in Soviet
goods rather than cash. This denied Cuba the foreign exchange necessary
to import goods from other countries and ticd the Cuban economy more

closely to the Soviet Unicn,

| The Cuban Government was able co restructure its economy to overcome some

of the adverse economic effects of the sanctions. Some of the most notice-
able economic effects of the sanctions on Cuba included: the disappearance
of durable consumer items from stores; the rationing of basic consumer items
such as soap, toothpaste, and clothing; food rationing; sharply reduced sup-
plieé of fectilizer, fodder, and agricultural machinery; and a critical
spare parts shortage. However, because adequate warning had been given

by the U.S. Government that sanctions might be imposed on Cuba, precau-

tions were taken to offset the more severe effects of the embargo.

Cuban nationalism was a major obstacle tc the success of the U.S. sanctions
policy. The United States underest mated the strength of increasing
nationalism in Cuba, which was opposed ro economic domination by foreign
’ cc ‘s and the influence exerted by the t.S. Covernment to protect
thers interests. Nationalism made the Cubans willing to pay the price of
the sanctions. Anti-Americanism, augmented by Communist ideology, pro-
vided them with a scapegoat for the shortages, rationings, breakdowns,

inefficiencies, and incompetencies of the past 14 years.

{ The vulnerability of Cuba to complete naval blockade and the failure of
the United States to employ such a tactic is indicative of the U.S. restraint.
This, and the graduil escalatory nature of the sanctions, contributed
significantly to the failure of the U.S. effort. In addition, the ability
of Castro to mobilize the Cuban people was a key ifactor in dvercoming the
potential economic disaster. Finally, the Cold War situation, which Castro
exploited by opting for Soviet orientation, contributed to the failure of

the sanctions as Cuba was able to use its ideological shift to gain
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alternative markets for sugar. Short of a blockade, which in the context
of the times might have resulted in a major war, the United States could
do little to influence Castro's behavior and his subsequent alignment with
the Soviet bloc.

SOUTH AFRICA

Background

The initial sanctions imposed on South Africa were implemented by India
in response to South Africa's 'Natal Ord: cances" which denied South Afri-
cans of Indian origin the right to occupy and acquire land in the Union.
The sanctions banned all trade with South Africa. In 1963, the United
Nations General /ssembly passed a resolution to internationalize the
initial sanctions by requiring its membership to ostracize South Africa

for its policy of apartheid.

International Sanctions

The first attempt to alter the domestic policy of apartheid by applying
international economic measures came in November 1962 when the General
Assembly recommended that comprehensive measures be taken by member states.
The recommended sanctions included closing ports to South African flag
vessels, prohibiting their ships from entering South African ports, boy-
cotting all South African goods, banning exports to South Africa, refusing
landing and overflight privileges to South African aircraft or aircraft
registered under South African laws, and suspending diplomatic relations
with the government of the Republic of South Africa or refraining from

establishing such relations.

In 1963, additional recommendations concerning restrictions against South
Africa weve passed in the General Assembly and for the first time the
Security Council began to debate the issue. The General Assembly recom-

mended the proscription of sales of petroleum and petroleum products
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to South Africa. The Security Council discussions concerned whether or
not the situation in South Africa constituted a threat to peace, a breach
of peace, or an act of aggression. Members opposed to action against
South Africa argued that none of these conditions applied to South Africa.
A motion was adopted (with France and the United States abstaining) recog-
nizing "that the situation in South Africa is one that has led to inter-
national friction and if continued might endanger international peace and
security." The resolution called upon South Africa to "abandon the policies
of apartheid and discrimination" and urged the member states “to cease
forthwith the sale and chipment of arms, ammunition of all types, and
military vehicles" to South Africa (U.N. Document S/5386, Resolution of
fugust 7, 1963). On July 22, 1964, 66 members reported compliance with
the Security Cuuncil resolution, and 2 reported partial compliance.

The restrictions were extended on December 4, 1963 when the Security
Council banned the sale and shipment of "equipment and materials for the
manufacture and maintenance of arms and ammunition in South Africa" (U.N.

Document S/5471, Resolution of December 4, 1963).

Impact of the U.N. Sanctions

The extent of the jmposition of economic sanctious against South Africa
has been very limited and the possibility of universal application remains
extremely unlikely. MNowever, in spite of their relative ineffectiveness,
the threat of future success has apparently caused South Africa to under-
take precautionary measures to reduce the effect of future developments.,
Stockpiling and the development of alternative sources of supply, develop-
ment of industrial substitutes, and the generation of mass support for
government actions by a systematic propaganda campaign have all been

carried out.

The South African response to the sanctions is in part enhanced by the
general viability of its economy; it is relatively invulnerable to sanc-
tions. The following conditions enhance South Africa's ability to resist:

(1) self-sufficiency in food; (2) gold and mineral reserves; (3) a highly
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developed industrial sector; (4) declining reliance on imported capital;
and (5) strong military defense forces. Each of these conditions contri-
butes to continued South African resistance to the sanctions. However,

the sanctions themselves are defused by lack of universal support.

In general, during U.N. debates, intervention in South African affairs
has been opposed by the United States, the United Kingdom, and France.
The members consistently favoring U.N. action have been the Soviet Union,

and the majority of Asian, African, and Latin American countries.

At the same time, dgspite their condemnations, South African trade with
the various blocs of countries seems to have grown. Those countries and
blocs that have maintained the highest volume of trade with South Africa
are the United Kingdom, the United States, Japan, and Western Europe and
Africa. Although most African countries favor economic measures against
South Africa, continued trade with South Africa appears to have been

in their interests.

Other factors inhibitec¢ the invilvement of some nations in actions against
South Africa. The first factor is a basic unwillingness of the industrial-
ized countries to interfere in South Africa's domestic affairs. Countries
such as the United Kingdom, the United States, Japan, France, and West
Germany have considerable interests at stake in preserving the present
economic arrangements, and are unwilling to forfeit their trade, investments,
Oor access to strategic minerals provided by South Africa. A second factor
that has inhibited both the Soviet Union and the United States from pressing
the issue in the United Nations has been the desire to avoid disrupting the
current detente. A third factor has been the unwillingness of independent
African states, many of whom are riven with their own social problems, to

elevate the issue of liberation of the black South Africans to a priority

item,

In summary, South Africa's limited vulnerability to economic sanctions,
and the lack of universal application of the U.N. "mandatory" resolutions

have rendered collective measures against South Africa ineffective. The
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Indian experience with economic sanctions showed that without universal
application the measures could not be successful. Pakistan's entry. into
direct trade with South Africa in 1952 and the continued growth of trade
between Africa and South Africa further reveal that the lure of monetary
profits makes it difficult for countries that morally condemn South
Africa's policies to apply sanctions.

As this study reveals, the two factors apparently determining the ineffec-
tiveness of the economic sanctions against South Africa are the economic
viability (including the availability of resources, relative industrial-
ization, established markets, and international economic autonomy) and

the absence of international support for the sanctions (as exemplified by
the complicity of third party nations in ignoring the U.N. sanctions).
Either of these conditions would suffice to undermine the imposition of

economic sanctions -- together they virtually assure failure.

COMPARATIVE REVIEW OF SIX HISTORICAL CASES

This cection compares and contrasts the six case studies along several

dimensions: the background conditions which played a role in the sanc-

tion situation, the type and nature of the sanctions themselves, the
reaction of the target nation to the sanctions imposed, the impact of the

sanctions on the target nation, and the overall outcome of the sanctions.

In addition, conclusions are drawn about the impact of economic sanctions
on the military posture and capabilities of the sanctioning nation (see
Table 1).

These six characteristics are used for simplification and clarity. The
classification scheme elaborated below is provided to organize information
about six very complex events in international relations all having to do
with the imposition of economic sanctions. Consequently, only the truly
salient aspects of each issue as they pertain to the study of the impact

of economic sanctions on defense capability are considered.
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I. Relevant Background Condition
1. Historical X X X
2. Current
a. Ccographic X X X
b. Level of Development-- X X X X X
- Self Sufficiency
c. Internal Political X X X X
Conditions
d. International Conditions X X X X X
e. Third Party Influences X X X X
f. Power Differential X X X X
I1. Naturc and Scope of Sanctions
1. Sclectivity or Completeness s S c c c ]
2. Unilaterally Fscalated yes no no yes yes no
3. Retaljatory(bi-or multi- no yes no yes yes yes
laterally escalated).
4. Range (unilateral, bilateral U B M M M B
or multilateral).
5. Rate of Implementation (gradual A G G G G A
or abrupt).
6. Ancillary Sanctions no no yes yes yes no
7. Costs to Sanctioning Nation low low low hich low low
8. Costs to Target Nation, high | wod. low nod. | low high
IIXI. Responses of the Target Nation
1. Resistance X X X X X X
2. Retaliation X X X
3. Political and/or Realignnent X X X
4. Negotiation X X X X X X
5. Concession and Capitulation X
6. Violcnce X b
7. Doumestic Restructuring X b4 X X X
IV. 1Impact of Sanction on Target Nations
1. Domestic Political Stability
2. Dorestic Leconowmic Stability X X X X
3. JMNationalism X X X X )
4. National Cohesion X X X X
y. Final Outcome
1. Concessjon Capitulation X
. 2. Rcalignment X
3. 1Isolation X :
4. No \pparent Effcct X
5. Stalcmate X X X X
Table 1. Comparative Characteristics of Six Cases of Sanctions
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Relevant Background Conditions

In each study it is apparent that both historical and current conditions
affected the outcome. However, in some case: the former was less important
than the latter. Neither here nor in the sections that follow is each

case reviewed in detail; but each section attempts to present enough sub-
stantive material for the reader to grasp the importance of each of the
conditions and to direct the analytic scheme to the remaining case stuaies

or to others not dealt with here.

Background conditions refer to two broad categcries of factors that nay i
have an impact on sanction situations. First, there are historical con-
ditions that underlie the relationship between the sanctioning nation and
the target of the sanctions. What is the history of their political
alignment of their economic relationship? Is, or was, one nation econom-
ically dependent on, or a major trading partner of, another nation? Did
the target nation have: any military importance to the sanctioning nation?
Each of these questions is appropriate for evaluating the importance of

historical conditions on economic sanctions.

Other background conditions concern situations within or between the nations
involved in the sanctioning process. Are they geographically proximate,
contiguous, or remote? What are their comparative levels of cconomic
development (that is, is one a developed nation and the other a less
developed nation?). Are, or were, indigenous resources available in the

target nation to sustain it during the sanctions? 1Is the target country

politically stable -- is its government viewed as a legitimate spokesman

for the people of the object nation? What were the international conditions
at the time of the sanctions? This category includes the international
political and economic contexts in which the sanctions are employed, such
as the Cold War, colonialism, commonwealth membership, and fnternatiowal
economic penetration. All of these appear at one time or another in the

six cise studies. Finally, military (or power) considerations may play a

role. In this case attention focuses on whether or not military strength
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determined the kind of sanctions used, their scope or comprehensiveness,

their range (bilateral or multilateral), and ultimately, their success.

Historical Conditions. The historical conditions that led to Russia's

sanctioning of Finland are easily recognized. The strategic importance
of Finland as a buffer between Russia's northwestern flank clearly influ-
enced the Russian decision. A Finland friendly to Western Europe to

the extent that it was interested in joining the European Free Trade
Association (EFTA) was not in Russia's best interest. The traditional
ties between the two countries were strained by Finland's unilateral

action. Thus, the Soviets acted to curtail such action.

The Cuban situation reveals another kind of history, onme that has truly
economic overtones. For many years, American commercial interests had

been active in Cuba to such an extent that Americans controlled a major
portion of the Cuban economy. Clearly, this situation was much more
tolerable to the Americans than it was to the Cubans. The conflict that
erupted between the Anglo-Iranian 0il Compan’ and the Iranian Government
was similar to the Cuban-U.S. situation in that a long history of penetra-
tion into a major commercial interest is evidenced. 1In both of these

cases there was a great deal of popular resentment against foreign economic

interests which worked aginst the sauctioning powers.

listory played a smaller role in the Rhodesian and South African cas: .

In these two situations domestic political and social conditions were
more important. However, both are former colonies. They are contig-
uous and have long-standing commercial linkages and cultural similarities,
each of which has historical implications that have influenced decisions
of the two nations to support one another in the face of multilateral

economic sanctlions.

Current Conditions. With regard to conditions that prevailed at the time

of imposition, it is possible to look at the domestic situation in the tar-

ret nation and the international context during the period of sanctions.
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Most of the target nations in the sample were relatively less developed

than the nations imposing the sanctions. 1Iran, Cuba, and Rhodesia can be
cited here. South Africa and Finland were moderately more developed

than India and Russia respectively. The level of development of the actor
country relative to the target country in the latter case was far less
important than the relative power of the two nations. Finally, it should
be mentioned that Berlin is an anomaly from the perspective of economic
sanctions since it is a city and not a nation. Also, the sanctions that
were employed in the Berlin crisis were Cold War tactics designed to test
allied resolve with regard to Berlin. Thus, the test was between the

Russians and the allies, not between the Russians and the Berliners.

1. Geographical Conditions. Geography seems to play an important part

in determining the effectiveness of economic sanctions. If the two prin-
cipal nations involved in the sanctions are remote from one another, the
sanctions seem to lose much of their impact -- distance hindered the
implementation and enforcement of the sanctions. Distance appears to have
affected the outcome of sanctions against Rhodesia and South Africa (in
part, forcing the gradual implementation of the sanctions) in a nega-

tive way. The contiguity of Russia and Finland no doubt enabled the Rus-
sians to keep the situation under their control. However, the proximity
of Cuba to the United States failed to provide the latter with any dis-
tinct advantage. Finally, distance does not appcar to have been a strong

factor in the British-Iranian situations.

2. Level of Development -- Self-Sufficiency. A nation's level of develop-

ment is important because sanctions invariably test a nation's ability to
survive economically. Two factors are important determinants of economic
survival in this regard. The first involves the availability of indigenous
resources that can be used to ensure domestic economic viability. The
second involves the extent to which the indigenous resources are in demand
in the international market. Cuba's dependency on sugar exports

demanded that Castro locate alternative markets for the Cuban sugar or suf-

fer greve economic and political consequences. The ability of the wbdrld
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to survive without Iranian oil exacerbated the effects of the British
sanctions on Iran. Rhodesia's and South Africa's mineral wealth enabled
both countries to avoid major economic repercussions as a result of the

sanctions.

3. Internal Political Conditions. Domestic political conditions are a

critical factor in determining the success or failure of economic sanc-
tions. The Finnish case demonstrates this as does the Iranian situation.
In both cases, political instability created a climate in which domestic
support for the governments in power was eroded. In contrast, the South
African and Rhodesian situations exemplify the importance of relative
political stability. Tinally, the Berlin and Cuban situations are incer-
esting because they demonstrate 'ne effect that sanctions can have in
increasing the cohesion of target nations. The impact of the domestic
political conditions on economic sanctions appears to be mixed. It can
.ead to either increased political disorder or to increased cohesion within

the target country.

4. International Conditions. The international context, referring to

the general international political and ecomomic climate in the inter-
national system at the time of sanctions, is likewise an important vari-
able to be considered. Here, of course, contexts such as the Cold Var
become crucial. The obvious case in point in this regard is the Cuban
situation which nearly erupted into a global nuclear confrontation. Othery
international issues such as economic penetration (Cuba, Iran), the move-
ment toward independence and anti-colonialism (Rhodesia), and superpower
politics (Berlin) are typical international contexts that mix with domestic
conditions and affect decisions to employ sanctions (rather than other
influence mechanisms), the nature and scope of those sanctions (that is,
the U.S. choice not to employ a naval blockade against Cuba), and the

ultimate outcome of the sanctions.

5. Third Party Influences. One aspect of the international context which

appears to have particular relevance to the sanctioning process is the
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participation of either one or more "third parties."” Russia was the cri-
tical third party in the Cuban situation, South Africa is Rhodesia's cru-

cilal ally; Australia and others have been important in ensuring South

Africa's survival. By contrast, Iran and Finland had no help and appear

to have suffered as a result. The Berlin incident, again, is an anomalous
one because it involved the allies and Russia in a Cold War context. One
might go so far as to say that there were no "third parties" willing to
commit themselves to that situation. This may have contributed to the

stalemate.

6. Power Differentials. The confrontation over Berlin brings us to the

issue of power differentials between the actor and the target nations in

a sanctioning situation. That the power of nations is relative and can
manifest itself in numerous ways makes the analysis of this area difficult.
However, we sense its importance when we contrast the Berlin case with
that of Finland. The other situations fall somewhere between these two.
The Finnish situation resulted in capitulation to Russia's wishes whereas
the Berlin crisis ended in a deadlock between the two superpowers. The
massive size and power of the United States had little effect on Cuba,
however. The "universal" sanctions that have been imposed on South Africa

and Rhodesia have had only a limited effect.

The Nature and Scope of Economic Sanctions

Each of the selected case studies is particularly revealing with regard
to the kind of economic sanctions employed, their scope, specific focus,
timing, and the costs and benefits of their use. In this section, some
of the more obvious characteristics of the sanctions imposed in the case
studies reviewed earlier are identified. In this regard, the following

questions were asked:

e Were the sanctions selective or complete?

® Were the sanctions unilaterally escalated?




Were they of a retaliatory nature?
Was their range unilateral, bilateral, multilateral?
Was the rate of application gradual or abrupt?

Were there ancillary sanctions that accompanied the
economic sanctions, such as diplomatic or military
sanctions?

What were the costs and benefits involved for the
sanctioning nation and target nation?

Again, the interrelationships between these questions and their impli-
cations must be emphasized. The intricacies of the sanctioning processc
become increasingly apparent as the nature and scope of the economic

sanctions are described. These analytic questions serve only to direct

attention to some of the critical variables that describe the sanctioning

process.

Selectivity or Completeness. It appears, upon looking at the six case

studies, that sanctions directed at specific, key economic sectors are
more successful than embargoes or boycotts. This statement should be
somewhat qualified. In most cases, sanctions began as selective attempts
to influence one particular aspect of a target nation's economy in an
effort to influence that nation's bchavior. The economic focal point

of the sanctions was often related to the particular goal, or goals, that
the sanctioning nation wished to achieve. 1In the Iranian case, the
British boycott of Iranian oil was intimately related to the goals sought,
The sanctions against Rhodesia and Cuba began as selective sanctions and
were escalated to complete boycotts by the sanctioning nation(s). In

the Finnish case, the sanctions were highly selective. When the Soviets

saw the effect of their initial sanctions on Finland they contirued to

apply pressure in the areas where its economy was most sensitive.

The selectivity and/or completeness of economic sanctions, therefore, may
or may not force a target nation to alter its behavior. In the Finnish

case, the Russians were clearly successful in obtaining the desired response.
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The complete boycott that the United States imposed on Cuba failed to
achieve its goals and, in fact, forced Cuba to embrace the Sino-Soviet
bloc instead. The ostracism of South Africa and Rhodesia has had
little effect on those nations, despite its ostensible completeness,
This is due in part to the general economic self-sufficiency of the two
nations and in part to the unwillingness of all nations to support the
U.N. sanctions. Although the selectivity or completeness of economic
sanctions is an important determinant of their success or failure, our

case studies do not conform to one general pattern.

The Escalatory and/or Retaliatory Nature of Economic Sanctions. Sometimes

sanctions are unilaterally imposed and escalated until the sanctioning
nation achieves its ends. this is clearly what happened in the Russo-
Finnish case. Pressure was increasingly applied until domestic conditions
forced a change in government and the realignment of Finland. On other
occasions, escalation involves the expansion of the number of sanctioning
nations. The United States was eventually able to convince the members

of the Organization of American States to boycott Cuba. In this case,

the sanctions were at first selective, more complete, and eventually
expanded to include more nations. The sanctions against South Africa and

Rhodesia have followed a similar pattern,

The unilateral escalation of sanctions, however, seems to be the excepticn
rather than the rule. More often, one finds that the target nation will
retaliate against the interests of the sanctioning nation if it feels
this is possible. 1In Cuba, Rhodesia, Berlin, and Iran the sanctioning
process was characterized by retaliatory behavior which at each turn
resulted in more severe restrictions being imposed by both the initiator
and the target nation. In some instances, the retaliation takes the form
of expanding the range of the sanctions to include more nations; in other
instances it takes the form of imposing complete controls whefe selective
controls were being used (Cuba, for example); and in still others, other
kinds of sanctions (military or diplomatic) may be used. Retaliation by

the target nations involved nationalization, land reform, freezing of
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assets, monetary controls, and even violence, as in the cases of Iran
and Cuba.

The Range of Economic Sanctions. The intermingling of the analytic situ-

ation characteristics has so far been unavoidable. The range of the sanc-

tions (that is, the number of nations involved as sanctioning nations),

was previously discussed in connection with the escalatory nature of sanctions.
It should be readily apparent that the range of economic sanctions does

vary -- from one sanctioner in the Finnish case, to the majority of nations

in the Rhodesian case. It appears that the range of economic sanctions is,

in part, determined by the degree of success that a single nation has in
applying its initial sanctions: India sought support from the U.N. com-
munity and Britain did the same; the United States sought Latin American
support of its sanctions against Cuba. It is interesting to note, however,
that increasing the range of economic sanctions to include more nations

has usually failed to force the target nation to capitulate,

Rate of Implementation. Social time (versus chronological time) is a

highly relative phenomenon. The rate at which sanctions are applied may
appear to one nation to be rather rapid while to another slow. For example,
the sanctioning nation may see events unfolding at a fast pace while the

target nation may interpret the situation as less abrupt. For analysis,

one must view the six studies from the perspective of calendar time.
Thus, the Finnish case appears to have escalated rather rapidly. That
L | the sauctions against that nation were selective and abrupt may explain
Soviet success. On the other hand, the Berlin confrontation escalated
rather rapidly but resulted in a stalemate. Gradualism seems to under-
mine the effectiveness of economic sanctions. There are no doubt many
reasons for the gradual implementation of sanctions; domestic politics

in the sanctioning nation (e.g., the United States during the Cuban

tance (Britain-Rhodesia, but not U.S.-Cuba), international context (the

3 l crisis and Britain at the beginning of the Rhodesian situatién), dis-
l Cold War), and so on. But the case studies suggest that an inability
1

to move quickly blunts the effectiveness of sanctions.
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Ancillary Sanctions. Since we are dealing here with economic sanctions,

ancillary sanctions refer to sanctions that are specifically non-economic,
particularly diplomatic and military sanctions. Both forms were present
in the case studies. Military sanctions, when they were employed, usually
involved only troop movements, verbal threats, or shows of force. In

the Cuban situation, for instance, guerrilla activity did take place with
American complicity, but U.S. forces were not ectly engaged. The
British shifted their forces around the Meditecrranean to reinforce their
intentions to make their sanctions viable aund to be prepared to protect
British lives in Iran; but no military forces were engaged. In the Berlin
crisis, U.S., British, and Russian troops were involved in enforcing
certain sanction-related actions but none were actually engaged in combat.
Diplomatic sanctions of two kinds appear in the case studies. The first
involves the severing, or downgrading, of diplomatic relations in the
Finnish, Cuban, Rhodesian, and South African cases. The second form
involves the marshalling of multilateral support for sanctions, partic-
ularly in the United Natious. This form of diplomatic sancticning occurred

in the Rhodesian, South African, and Cuban cases.

Costs and Penefits of Sanctioning. In every sanctioning process there

are costs and benefits to both the sanctioning nation and the target nation,.
The sanctioning nation must weigh the costs of imposing sanctions while

the target nation must weigh the costs of either resisting the sanctions

or capitulating. Since benefits and costs are inextricably linked, bLene-
fits must also be evaluated. Castro apparently decided that despite the
short-run costs involved in reducing American presence in Cuba, the long-
run benefits for his people and his country exceeded the costs. South
Africa and RheoAdesia have apparently decided that the costs of capitulating
to the more or less universal sanctions against them are far greater than
the cocts of restructuring their economies, maintaining domestic policies,
and resisting the sanctions in general. In some instances, as in the
Finnish case, the costs do outweigh the benefits. The costs to the Iranian
Government appear to have been overwhelmed by the nationalistic spirit

that prevailed in the country st the time of the British sanctions. The
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fervent anti-British feeling appears to have balanced the costs and bene-
fits -~ the domestic economy was suffering but greater Iranian control

of the oil industry was an equally important issue. Weighing of costs
and benefits requires a complex assessment, both for the sanctioner and
the target nation. For example, the British had to weigh the costs of
confronting the Iranians on the nationalization of the Anglo-~Iranian

0il Company and of discounting trade with Rhodesia. 1In the latter case,
British interests appear to have suffered almost 2s much as Rhodesian
ones. The Russians, in confronting the allies over Berlin, apparently
assessed the bencf{its of such 2 confrontation incorrectly and emerged

from the situation with no tangible gains.

The siege mentality that appears in target nations as a result of sanc-
tions seems to have played an important role in all of the case studies
except Finland. 1In each of the others, the collective will to resist
invariably raised the costs to the sanctioning nation and concomitantly
indicated to the leadership in the target nation that the sanctions

had actually decreased the risk of resisting.

It is readily apparent that the variation in the sanctioning process makes
analysis extremely difficult. The myriad of bickground conditions in both
the sanctioning and the target nations interplay with the nature, scope,
range, costs, and benefits of the sanctions themselves to produce a wide
spectrum of possible outcomes. These outcomes, in addition to being
influenced by background conditions and the nature of tlie sanctions, are
partially determined by the response of the target nation to the economic

sanctions.

Responses of the Target Nation

The many options available to the nation being sanctioned are in part
determined by background conditions and the sanctions themselves. These
analyses have identified the following actions that may be taken in

response to economic sanctions: resistance, retaliation, political or
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economic realignment, negotiation, concession or capitulation, and domes-
tic economic restructuring. These six activities may be pursued singly
or simultaneously. A nation may simply resist at the outset and capitu-
late a short time later. Their separation here is for analytic purposes

only.

Resistance. In every case study, the target nation demonstrated, at least
for a time, its resolve to resist the sanctions being imposed. Even Finland,
which capitulated to the Russian demands shortly after the imposition of
sanctions, initially resisted. The Berliners were able to withstand the
various blockades which severed all traffic into their city because the

United States was willing to confront the Russians and begin the airlift,

Retaliation. Perhaps the most obvious instances of retaliation by a
target nation against the sanctioning nations are Cuba and Rhodesia.

Both nations reacted to the sanctions by imposing their own restrictions
on either facilities, finances, or other interests of the sanctioning
nation. 1In the case of Cuba, Castro cventually gained complete control
over all American commercial interests (oil facilities, land, etc.) by
either nationalization or land reform. The Iranian Governmen® also used
nationalization as a way of demonstrating to the British their unwilling--

ness to capitulate.

Political and Ticonomic Realigmment. The role of "third partics™ in

international sanctions is a partic.isily important condition which ’
impinges on the target nation's ability to resist cconomic boycotts and

embargoes. The Cuban situation is probably the most obvious case in

point. Without the Russian market for its sugar, Cuba would have been

unable to survive economically. In this instance, both jpolitical and

economic reorientation occurred. In the Rhodesian case, the reorientation

was mostly economic and resulted in thc redirection of international

economic activities toward South Africa. After the Indian sanctions were

imposed against the Union of South Africa, the Union simply focused its

interests on the countries that would be willing to continue their trade.




Pakistan's desire to trade jute with the Union sufficed to offset much of
the impact of the Indian sanctions, as did Australia's willingness to re-
export Indian products to South Africa. As a consequence, the sanctions

were undermined by the economic reorientation away from traditional part-

ners.

Negotiation. Negotiations between the sanctioning and sanctioned parties
took place in every case. In some cases (Iran, Berlin, Cuba, and Rhodesia)
the negotiations were intermittently interrupted. In the Iranian case,
negotiations began and ended in stalemates four times. The Russians
walked out of negotiations on Berlin, but eventually resumed them to no
avail. Negotiations between the British and Rhodesian governments pro-
duced much the same result and ended finally with Rhodesia unilaterally
declaring its independence from Great Britain. Castro's adamancy with
regard to U.S. presence in Cuba eventually resulted in the termination

of all negotiations and the imposition of complete sanctions.

Concession or Capitulation. Although these outcomes are no doubt the

two most desired by nations who employ economic sanctions, they are the
most elusive. Only in the Russian-Finnish case were the desired ends
achieved by the sanctioning nation. In all other situations, some form
of resistance appears to have been successful, at least to the extent
that the nation on whom the sanctions were imposed was able to survive

economically.
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